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1919 M Street, N.W.
Washington, D.C. 20554
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Dear Ms. Searcy:
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Under the new FCC rate regulation rules, small Independent classic systems
could not be built and rural communities throughout the U.S. would be without
television!

After days of intensive study of the worksheets with a newly hired accountant and
lawyer, it is clear that we will be forced to apply for a "cost of service" hearing.
The reasons are apparent if one understands the economics of an Ind~pendent

operator of a classic system under 3,500 subscribers.

1. We operate in an area with 45 homes per mile. This crucial "homes
per mile" factor was not considered when the benchmarks were drawn up.

2. Independents pay up to 30% more than MSO small systems for
programming, electronics, trucks, test equipment, to say nothing of Paul Kagan's
reports which are xeroxed by MSOs at no cost for their smaU system managers.

3. Legal and accounting fees this year will account for an astonishing 1%
of our gross revenues compared to last year's percentage of .0007. These costs
will continue to escalate if we have to go to "cost of service" because we don't fit
the faulty benchmarks. Hundreds, if not thousands, of small Independent
operators will also be forced to go to "cost of service" because of benchmarks
that were apparently derived on a straight line basis from the benchmarks that
were developed for large systems.

4. The regulations claim to have used "competitive" markets as the
method of determining benchmarks. But there can't be legitimate competition in
small markets because it's totally uneconomic for each party in that type of
situation. There may have been instances where a competing system was built
for "greenmail" purposes, but those situations would hardly justify as legitimate
comparisons. If these cases were used then that may partially explain the
problem with the_ benchmarks for small Independent systems.
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5. The benchmarks have a built-in bias against expanding channel
capacity. For example, we projected the possibility of adding five additional
channels in our system but found that the benchmarks would allow us a rate
increase of only 9C per new channel. However, programming costs would be
around 20C per channel. Small operators cannot sell enough advertising to make
up for the shortfall in programming costs (see attached pro forma).

6. Systems under 3,500 subscribers cannot utilize pay per view for
incremental revenue to subsidize programming costs. Pay per view barely works
for systems at the 25,000 level. Buy rates, very expensive equipment, manpower
costs, high programming splits with the studios make it impossible for the small
Independent operator to successfully get into the pay per view business.

Independent classic system operators across the country are being forced into
"cost of service" because the benchmarks are fallacious - not because we're
outliers! I urge you to exempt Independent operators under the 3,500 level from
the rules. If you must retain the 1,000 level because of the Congressional act,
then the benchmarks for small Independents (Le., up to 5,000 subscribers) should
be revisited.

We want to continue servin~ our communities but it is impossible to do S2 under
the current regulations. In v$, weltb)( I?e C:'I?N~}pel(lj-n t/)../
1111 [)pd87 ¥til -il-J,t ~

Sincerely,

Robert Weisberg, President

RW/elk
cc: see list
Attachments


